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Soviet Grain Prospaects and tHoe

30 June 1932

HUS-Saviet

Long-lerm Grain Agrosient

{15-USSR Grain Aqreement, which will expire non 30
0 Allow the agreement to explra on 30 Sept
0 Extend the agreement for one year,

0 Extend the agreement for twn Or more yea
provide higher minimum purchase requirem

n»‘HPgotiatE'a torally new US-NSSR grain aqg

Crop Prospects and Impart Requirements

Poor weather fn recent weeks has all but ry

qrain harvest in 1987,

0 Soviet planners had called for a 238-mil

A Cahinet Affairs Staffing Memorandum proposes four options regarding the

September 1982,

mbar 1982,

rs while amending 4t to
ents.

meament,

ined c¢hances for a good Soviet

lion-ton grain erog, but’ the

hest erop possible appears to ba ahbout 185 million tons,

0 The harvest could be much worse; if the hot, dry weathsr in the Soviet

sSpring grailn area persists, a crop near the size of last year's

reported 158-miltion-ton harvest might hs

To save 1ts Vivestack program and rehuild b
Hoscow will necd to dmpnri as much arain as poss
be Timited by the amonnt {te ports and rail syst
mil1ion tops. With a 186-mil lion-ton qrain crop
tons, we estimate that the USSR wopld be able to

o Distress slaughtering could hp avopided, -

0 Meat production could increase marginally

level of 15.2 mi]]ion tons. _

0 The Soviets would have to purchase about

possible,

atly depleted qrain stocks,
ihle. Imports, howaver, will
€m can handle, abnut 50

and imports of 50 million
auain muddle throuqgh.

above the 198] reported

i million tons of meat in the

vworld market, as they did ip 1981, to ma
consumption, .

would face a critical feed shortage,

0 Some distress Slaughterfnq, primarily of

slaughtering,

On the down side, 1f the Crop Were worsee-sa

meat production probably wo

1:tain per capita meat
3 )

160 mitlion tons—~the

hogs, would be 1ikely,

¢ Evan with the additinnal meat dvailable hqcause of the tunplanned

miliion tons.

1d sti11 fall below 15
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o Record meat imports (1 million tons) woulhl not prevent per capita meat
consumption from droppinq by about 3 parc?nt during the coming yeat.

o Moreovar, distress s)auahtering would marL a substantial sethack for
the 1ivestock sector and would depress maat production at least for
‘the next few years.

spurces of Grain Imports

To meet its 1mpnrt}requ1r9ments, under normdl market corditions the USSR
will rely on the major qrain axporters, .

o Moscow may have already lined up 17 m111Lnn tons under long term
agreements and other purchases from Canadia, Argentina, Eastern Europe,

»

Thailand, and Rrazil, ;

¢ Depending on the size of this year's crogs, non=Us grain exporters
probably will provide an additional 15 million tons.

o To acquire much more than 32 mi1lion tors while pbtaining the mix of
feednrains that it desires, the USSR would probably seek to buy US
grain, especially corn, Moscow would like to have mors corn bacause
jt is on averane the mnst officient and most economical complement for
domestical ly-produced fesdgrains. i

1 i
o Mthough grain prices have fallen snmewﬂat recently, imports of 50
mi1lion tons would cost $6 to 36.5 bil]inn. :

should 1S gqrain be denied, Moscod could sti11 satisfy much--ard parhaps
all--of its overall import requiremants from noh-US suppliers. To do so0,
howaver, the USSR would have to he willing to siibstitute wheat for much of the
feedgrain it needs. : _

o The major eiporﬁers will Tikely have sohe 10 to 11 mitliop tons of
uncommitted grain (mainly wheat) availaple,

n Apother & ta 7 million tons would ba aviailahle if the Soviets

aggressivaly tapped smaller suppliers and were willing to pay premiums

to divert grain from traditional channgls. .

o Fven with such premiums, the Soviet grdtn bill for marketing yzar 1983
would npt much exceed $7 bhillion,

The prohable net effect of a US emhargo in marketing year 1983 would ba a
dectine in US grain exports. i

o In contrast to the last gnhargn, oppanunities for the US to offset
reduced Soviet purchases by penetrating other exporters' markets are
Timited. Non-Soviet import demand is Pxpected to be stagnant, and the
world's sxportable supplies of grain a)e greater than 1ast yealr.

o The initial impact of an anbargo would) be an increase in US stocks of
grain, particularly coarse grains. ;
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Paying for Imports

The USSR will have a problem payinqg for {ts purchases.

o Prices for oil and gold--two major hard clirrency earners--will
probably remain weak throughout 1882. ! : : '

o Consequently, Moscow will probably continke to rely on short term
credits. Soviet traders are presently sepking new, Tonger~tem
credits with 270- to 3sN-day maturities ahd are attempting to roll
nver previously ‘acquired credits now coming due.

o In addition, Moscow will prohably again hiave to reduce imports of non-
agricultural commodities, which fell by ahout 10 percent last year,

Western suppliers could help ease the USSR’y financial burden,

o Moscow might defer alinost $4 hillion in Hard currency payments that
would otherwise coms dup during 1982-84 i{f 1t were able to obtain
1iberal three-year financing from the US!and other suppliers rather
than the terms that are likely to be avaiiable,

and interest rate suhsidies tn elicit th¢ more Tiberal terms. Other
major exporters would have to follow suit or see their market shares
ernde.

o The USG would prohah1y'have to provide 3 baskers with some guarantees

o In the process, the US might well expandl its share of Soviet imports.

At the other extrems, the tintted States coujd even more actively than at
present discourage foreign qovernments from offering any fom of credits
through official channels. .

o 1f the U5 could convince other novernments not to undarwrite Soviet
grain purchases, Mpnscow would have to refly solely on commercial
financial {nstitutions for grain creditd. :

o In these circumstances bankers, who také their cue from government
policy, would he reluctant tn extend sugh credits and would demand
high interest rates--at least some parcdntage points over the London
Inter-Rank Offered Rate (LIROR) which {d currently around 15
percent. Rankers would also not he 1ikdly to offer maturities much in
excess of six months.

n As a result, the costs to the Soviets of their grain purchases would
be increased by almost %2 billion compated with outlays under market-
determined conditions.

The LTA Options

The existing LTA provides advantages to boph Washington and Moscow.

‘0 For the Us, the agreement quarantees saies of 6-8 million tons aof US
grain reqardless of Seviet demand; 1t offers US farmers the prospect

]
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of substantially greater sales in time nf!relative?y low Soviet
demand. (In 1977, for example, 6 million;tons of the 10,5 milljon
tons the UISR imported came from the HS.)! Finally, by providing the
prospect of a more stable and assured forbign market it eliminates
some of the uncertainty of domestie production decisions.

0 Far the USSR, the agreement continues to brovide access to the world's
largest and most stehle grain producer and the exporter hest able to
meet Soviet needs for feedgrains, Even sb, the USSR continues to
consider the US as a market of last resork, preferring to buy the bulk
of its grain from other major exporters,

HMoscow will not be able to raise grain prnduLtinn rapidly enough in the

19805 to avoid continming large {mports. : ’

0 With average weather--and assuming no tPanolngica1 breakthroughs-~
qrain production through the mid-1980s is! tikely to average only about
215 million tons, ! ,

! o

0 An average crop of this size would fall ai Teast 30 million tons balow
the total needed sach year to sustain Soviet meat and livestock
programs . ; '

] .
Soviet purchases feom the US will likely continue even 1f the LTA lapses,
. . i

0 Morenver, hy allowing the aqrecment to 1a259, the US would be qiving
additional notice to the USSR that bS-Soviet relations cannot bay
business-as~usual until proyress 1z made bn Afgharistan and Poland,

o Without an agreement and in the absence p§ an embargo, howsver, the
USG would be uninvolved in determining thh amount of #S grain the
Snviets purchased each year.

o

A new LTA or an extension would affer the op'ortunity 0 increase the
minimum purchasa Tevel and maintain or even increase the US share of Soviet
grain purchases. - o ; :

o The USSR also has an incentive to raise t%e upper Timit above R

million toas while pushing for quaranteed: delivery of purchased

grain, The United States, heing the largpst and most tonsistent world
grain exporter, could provide the USSR with a3 cushien against the
volatility of production in other grain eiporting countries.

o It would alse constder our willingness to negotiate 3 new agreement as
a moye toward business-as-usual in commertial relations,

0 But Western Europe and Japan would find the continuation of sanctions
on enerqy equipment combined with US-Soviet negotiations on a new LTA
inconqruous., ’ ' ' )
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